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Abstract: This study examines the historical development of the finan-
cial reporting model for state and local governments in the United 
States from the late 1800s through the issuance by the Governmental 
Accounting Standards Board (GASB) of Statement No. 34 in 1999. 
This research shows how the current governmental reporting stan-
dard evolved over time to meet diverse user needs by presenting both 
government-wide and fund statements, and requiring three govern-
mental operating statements with potentially three different measure-
ment focuses: the Statement of Activities; the Statement of Revenues, 
Expenditures, and Changes in Fund Balances; and the Budgetary 
Comparison Schedule. Overall, this historical study provides unique 
insights about the development of the governmental reporting model 
and an appreciation for the reporting requirements of GASB State-
ment No. 34.
INTRODUCTION
The purpose of this study is to trace the historical develop-
ment of the financial reporting model for state and local govern-
ments in the United States (U.S.), with an emphasis on govern-
mental operating statements, from the late 1800s to the present 
by presenting issues and solutions over the years. In June 1999, 
the Governmental Accounting Standards Board (GASB, Board) 
issued Statement No. 34; Basic Financial Statements—and 
Management’s Discussion and Analysis—for State and Local 
Governments [GASB, 1999] that presents the current state of the 
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governmental reporting model. However, many of the concerns 
that were raised during the development of this model were 
not new and can be traced to issues discussed during the first 
half of the twentieth century:  Should financial statements for 
state and local governments be consolidated or disaggregated? 
Should the measurement focus be the flows and balances of cur-
rent financial resources or economic resources?  Should financial 
statements prepared for external users emphasize the govern-
ment’s legally adopted budget?  GASB Statement No. 34 sought 
to resolve these issues.
Because many accountants are familiar with commercial 
accounting, the authors at the outset of this manuscript will 
provide a brief discussion of similarities and differences be-
tween the commercial and governmental financial reporting 
models in order for the reader to appreciate the development of 
the governmental model. Both models seek to provide timely fi-
nancial data to their respective stakeholders for evaluation. This 
information is communicated primarily through the regular 
issuance of financial reports or statements. Also, both report-
ing models initially began by using a cash basis approach to 
financial reporting and then evolved to meet their respective 
stakeholder needs. Both models also present historical financial 
data in order to allow interpretation by stakeholders of their 
operating results.
The key differences between commercial and governmental 
financial reporting can be traced primarily to two issues:  stake-
holder needs and control. Commercial reporting has numerous 
stakeholders of the firm:  directors, management, investors, 
creditors, regulators, unions, etc., while the primary stakehold-
ers for governmental reporting are the citizenry, legislative 
and oversight bodies, investors and creditors, and government 
administrators [Freeman et al., 2011, pp. 17-18]. Stakeholders 
of business enterprises need financial reporting to be focused 
on financial performance—earnings and its components, while 
stakeholders of a government need governmental reporting to 
be focused primarily on accountability—acquiring financial 
resources and spending them in a legal and appropriate manner 
(GASB, 2006). Commercial reporting measures inflows and out-
flows of assets and takes a strategic, long-term approach to the 
presentation of historical data. In contrast, governments typi-
cally take a current operating approach for the display of fiscal 
information and focus on accountability, including comparisons 
to budgets. In the absence of supply and demand, and profit 
control devices inherent in profit-seeking entities, statutory, 
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fund, and budgetary controls are used by governmental entities 
[Freeman et al., 2011, p. 24].
Previous academic studies have examined various aspects 
related to the development of governmental accounting by 
country:  United Kingdom [Coombs and Edwards 1995; Per-
rin, 1998], India [Khumawala, 1997], and China [Aiken and 
Lu, 1993]. Other studies focused on historical development of 
governmental issues related to the United States:  budgeting 
[Rubin, 1993] and standard-setting [Remis, 1982]. The current 
examination seeks to extend these accounting research studies 
by discussing the historical development of the governmental 
reporting model in the United States.
A limited number of academic studies address aspects per-
taining to the development of the governmental reporting mod-
el. Thus, much of the archival material referenced in the early 
historical period of discussion in the present study is derived 
from textbooks that present a brief history on governmental ac-
counting. In more recent years, the authors focus on academic 
articles that reveal more detail and insights, and support the un-
derlying purpose of the present study. The authors acknowledge 
at the outset of this paper that the individuals and organizations 
cited do not represent all those that influenced the development 
of the governmental financial reporting model in the United 
States as it exists today, but the authors believe that the predom-
inant ideas that led to its development are represented.
This study begins with a discussion of the early history (late 
1800s to the 1970s) of the governmental reporting model. Then, 
the governmental reporting debate of the 1970s, the current fi-
nancial reporting model—GASB Statement No. 34, and a conclu-
sion are presented.
EARLY HISTORY
The beginnings of modern day financial accounting and 
governmental accounting in the United States can be traced to 
the late 1800s. Prior to this time, the majority of people in the 
United States lived on farms or in rural villages, but with the 
industrial revolution, cities began to grow at three times the rate 
of rural populations [Chatfield and Vangermeersch, 1996]. By 
the latter part of the nineteenth century, the growth in number 
and size of cities coupled with large-scale graft and corruption 
in some municipalities led to a demand for financial account-
ability [Cleveland, 1909]. The scope of this paper focuses only 
on governmental financial reporting models developed in the 
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United States beginning in the late 1800s.
The development of governmental financial reporting from 
the late 1800s until the 1970s can be traced through organiza-
tions and individuals that played significant roles. The National 
Municipal League (NML), founded in 1894, was a highly influ-
ential early reform agency [Fleischman and Marquette, 1987]. 
Harvey Chase led a group of certified public accountants that 
worked with the NML to obtain adoption of a uniform mu-
nicipal accounting system [Chatfield and Vangermeersch, 1996]. 
The NML developed a number of standardized schedules for 
municipal reporting through its Committee on Uniform Munici-
pal Accounting. Separate schedules were developed for revenue/
expense accounts and asset/liability accounts [Fleischman and 
Marquette, 1987]. The U.S. Bureau of Census adopted the NML 
committee’s general classification of expenditures and was also 
influential in the development of early accounting and reporting 
standards [Cleveland, 1909]. By the early 1900s, three states—
Massachusetts, New York, and Ohio—had enacted legislation 
regarding uniform accounting and reporting, and several cities 
were publishing annual reports [Hebert, 1987].
Frederick Cleveland: Another type of group that was influential 
in the development of financial reporting for governments was 
the municipal research bureau. The first and most prominent 
was the New York Bureau of Municipal Research, which was 
founded in 1906. It was organized to tackle the financial prob-
lems of New York City, the largest city in the nation. Frederick 
Cleveland, a university professor and staff accountant for 
Haskins and Sells, became the director of the New York Bureau 
[Fleischman and Marquette, 1987].
The New York Bureau contributed to improved account-
ability among governments through publications of books and 
educational efforts that advocated the adoption of budgets and 
better accounting. In 1908, the New York Bureau first intro-
duced the “budget exhibit.”  This exhibit, which was comprised 
of billboards and posters, provided a visual representation of 
how New York City was spending its money. Similar exhibits 
were held in 20 cities throughout the United States [Fleischman 
and Marquette, 1986].
In 1909, the New York Bureau published Cleveland’s book, 
Chapters on Municipal Administration and Accounting, which 
detailed the problems of municipalities in the early 1900s and 
advocated that financial accountability be established [Cleve-
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land, 1909].1 To illustrate the problems in New York City in 
1906, Cleveland recounts the concerns of Frank Vanderlip, the 
vice-president of City National Bank of New York.  “Today, there 
is no true balance sheet. . . In none of the reports of the Control-
ler is it possible to obtain in succinct form an intelligent view of 
the city’s true financial position” [Cleveland, 1909, p. 124].
Cleveland [1909] argued for two balance sheets: a current 
balance sheet and a capital balance sheet. The current balance 
sheet would display the assets available for meeting current li-
abilities and current expenses. The capital balance sheet would 
represent the capitalized cost of permanent improvements and 
equipment along with the funds provided for such use.
Cleveland criticized the lack of true operating statements 
for most municipalities stating that the published reports of 
cities contained “little else than exhibits on the flow of cash” 
[Cleveland, 1909, p. 156]. He noted that the Bureau of Census, 
in its attempts to collect municipal finance data, could only 
obtain information on cash receipts and cash disbursements. 
In a 1904 paper presented to the Congress of Accountants in 
St. Louis, he noted that few municipal accounting officers saw 
the need for accounts of expenses and revenues and their record 
keeping [Cleveland, 1909, p. 156].
Based on Cleveland’s comments, one can surmise that the 
earliest operating statements for municipalities were prepared 
with a focus on cash flows or a cash measurement focus.2 
1  Frederick Cleveland was also greatly influential in developing responsible 
budgeting at the national level [Cleveland and Buck, 1920].
2 Measurement focus describes the types of transactions and events 
that are measured and reported. A pure cash measurement focus reports 
only transactions and events that affect cash. A current financial resources (or 
spending) measurement focus reports transactions and events that affect an 
accounting entity’s financial assets and related short-term liabilities. With this 
focus, expenditures (that is, financial resources expended) are measured.  An 
expenditure is an outflow of financial resources (e.g., cash) for current operations 
(e.g., salaries, rent, or utilities), capital outlay (e.g., the purchase of a police car), 
or long-term debt principal retirement and interest. This measurement provides 
information about the sources and uses of available spendable resources during 
a period and information to assess whether sufficient resources existed to 
finance the current period’s activities. An economic resources measurement focus 
reports transactions and events that affect all of an accounting entity’s assets and 
liabilities (both current and long-term). With this focus, expenses are measured. 
Expenses are costs expired or the cost of goods or services used during a period. 
This measurement focus provides information to assess whether sufficient 
revenues were generated to cover the cost of providing services [Patton and Bean, 
2001]. Commercial reporting uses accrual accounting and employs an economic 
resources measurement focus.
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However, Cleveland [1909] advocated the use of an economic re-
sources approach for operating statements of municipalities that 
would measure revenues and expenses. He reasoned [Cleveland, 
1909, p. 162]:
The purpose of assembling financial data of a mu-
nicipal undertaking around two categories expense and 
revenue is to enable those interested in the public ser-
vice to reach conclusions with respect to economy and 
efficiency of administration, and the relation of cost to 
provisions made for meeting it. . . A detailed and com-
prehensive statement of expenses is essential to a proper 
appreciation of cost to services rendered. A comparative 
statement of expenses and revenues serves two purposes 
of administrative economy: (1) Such an exhibit is nec-
essary to determine whether adequate provision has 
been made to cover the costs of operations and main-
tenance in the past; and (2) a comparative statement 
of past expenses and revenues is the only safe guide to 
budgetary estimates and appropriations for the future.
Certainly, the definitions that Cleveland [1909] espoused for 
revenues and expenses are closely associated with those of the 
economic resources model. He clearly distinguished the differ-
ence between “cost” and “cash paid” by equating cost to expense 
and stating that an expense could be incurred during a period 
without a dollar being disbursed. He also supported the report-
ing of depreciation.
Metz Fund Handbook: Additional early support for fiscal ac-
countability, including the use of a statement of revenues and 
expenses, can be attributed to Herman A. Metz. Metz, a New 
York businessman, was elected and served as comptroller of 
the City of New York from 1905 to 1909 [Davidson et al., 1977]. 
After leaving office and returning to business, Metz made sub-
stantial contributions to the New York Bureau of Municipal 
Research to establish a fund that would make available the 
experiences of New York and other municipalities to other gov-
ernments that desired to improve their financial practices and 
procedures [Bureau of Municipal Research, 1914]. In 1913, the 
Bureau published the Handbook of Municipal Accounting, which 
is commonly referred to as the Metz Fund Handbook [Davidson 
et al., 1977]. Lloyd Morey [1948] considered the publication of 
this book to be the most significant contribution to municipal 
accounting in the 1910s.
The first chapter of the Metz Fund Handbook was devoted 
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to revenues and expenses. The authors remorsefully stated that 
not more than six cities in the nation recognized the difference 
between a statement of cash inflows and outflows and a state-
ment of revenues and expenses. The presentation of a statement 
of cash inflows and outflows would be desirable to render an 
accounting of the treasurer’s office. The statement of revenues 
and expenses, embracing all of the city’s financial transactions, 
would be an accounting of the city’s chief financial officer.
If given the choice of presenting only one statement, it is 
clear that the handbook’s authors would have chosen a state-
ment of revenues and expenses because it better met their 
primary objective for financial reporting, which was to measure 
costs. They argued that a statement of revenues and expenses 
should explain the changes in assets and liabilities for an ac-
counting period and would consider all financial transactions 
whether based on cash or credit. They also reasoned that total 
costs or expenses are needed to determine and develop the ef-
ficiency of administration [Bureau of Municipal Research, 1914, 
pp. 5-6].
To be useful to city officials and citizens, the authors be-
lieved the statement of revenues and expenses should include: 
(1) the revenue the city accrued by its right to levy taxes and 
charges for privileges and services; (2) the operation and main-
tenance costs of the city; and (3) the excess of revenues over 
costs or costs over revenues. Not surprisingly, an accrual basis 
of accounting was advocated for recording revenues and ex-
penses. The rationale being that the results of the “financial pro-
gram” implemented by city management could not be evaluated 
without considering “revenue accrued” and “costs incurred.”
Thus, both Cleveland and the authors of the Metz Fund 
Handbook in the early 1900s advocated an economic resources 
approach using the accrual basis to prepare a government’s pri-
mary operating statement. They agreed the prevalent approach 
of simply reporting cash inflows and outflows was inadequate to 
evaluate a city’s administration.
Francis Oakey: Davidson et al. [1977] believed the shift in gov-
ernmental accounting and financial reporting away from the 
economic resources approach advocated by Cleveland, the au-
thors of the Metz Fund Handbook, and others as the reporting 
model for governmental funds could largely be attributed to the 
efforts of Francis Oakey. Oakey wrote Principles of Government 
Accounting and Reporting, which was published in 1921 by The 
Institute for Government Research, a predecessor of the Brook-
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ings Institute. Due to the clout of the publishers, Davidson et al. 
[1977] argued that Oakey’s book was given authoritative status 
for governmental accounting.
Like earlier writers, Oakey [1921] advocated the use of 
funds. To be able to assess whether an executive officer of a city 
had properly discharged his/her duties in accordance with legal 
requirements, Oakey believed that a separate operating state-
ment should be prepared for each fund. However, he differed 
from earlier writers as to the proper measurement focus for gov-
ernmental operating statements by favoring a current financial 
resources rather than an economic resources approach. He noted 
the current practice was for cities to record revenues and expen-
ditures on a cash basis although some cities, such as Philadel-
phia, Cleveland, and Seattle, had applied commercial (accrual) 
accounting principles. Still, he was concerned that “commercial 
accounting” applied to governments was inadequate in certain 
important aspects [Oakey, 1921].  Cities financed their opera-
tions differently than business enterprises. They simply raised 
the money estimated to be required to meet total anticipated ex-
penditures with no expectation of profits remaining. The money 
was obtained from a variety of sources: taxation, miscellaneous 
revenues, and borrowings. These resources were then applied 
to the ordinary operating expenditures of the government and 
capital outlays. Oakley argued for a statement that identified the 
sources and amounts of receipts along with the objects or pur-
poses for outlays [1921, p. 186].
In critiquing the financial statements of Philadelphia, 
Cleveland, and Los Angeles, which were prepared using the 
commercial method, Oakey noted that capital receipts and capi-
tal outlays were omitted and the disposition of capital receipts 
during the year was not shown. Thus, he found that governmen-
tal reporting was limited in that it did not present a complete 
accounting for the disposition or application of the current 
and working resources of the government during the period re-
viewed. These defects are also the result of not separating fund 
resources and obligations from all fixed assets and liabilities 
[Oakey, 1921, pp. 195-196].
Thus, Oakey believed that governmental financial state-
ments should not be prepared using commercial accounting 
principles because governments were concerned with whether 
sufficient financial resources existed to cover anticipated expen-
ditures including capital items. As a part of this determination, 
fund surplus (or fund balance) should represent current finan-
cial resources available for expenditure, and therefore, should 
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not include fixed assets and long-term liabilities [Oakey, 1921]. 
Fernald [1918] shared Oakey’s sentiments about the dangers of 
capitalizing fixed assets stating, “It is a fact that many towns 
have been lulled into a false sense of security by showing a large 
surplus as a result of including town properties as assets in the 
balance sheet” [Fernald, 1918, p. 275].
Oakey (1921) believed a consolidated statement of expend-
able fund operations would be the best form of operating state-
ment for governmental activities.3 He noted several advantages 
to using a consolidated statement of expendable fund operations 
[Oakey, 1921, pp. 193-194]:
1. This form of statement shows all the operations of  
 expendable funds, presenting all transactions which  
 increase the resources of such funds as well as all  
 transactions which reduce resources.
2. It is a complete statement of operations, including  
 capital outlays as well as expenses of administra- 
 tion, operation, and maintenance.
3. The disposition of the total amount of revenues is  
 shown, drawing a distinction between expenditures  
 out of revenue on account of the expenses of admin- 
 istration, operation, and maintenance, and expendi- 
 tures out of revenues for capital outlays.
4. The transactions of expendable funds that derive  
 their resources from sources other than revenues  
 are shown according to the main classes of such  
 funds, i.e., assessment funds, loan funds, and mis- 
 cellaneous.
5. The statement is condensed enough to permit pre- 
 sentation on a single page providing, in summary  
 form, an exhibit of all operations and facilitating  
 and encouraging examination of details.
An examination of these advantages again reveals that 
Oakey advocated a different reporting model than did Cleveland 
and the authors of the Metz Fund Handbook. He was concerned 
that statements account for the flow of current financial resourc-
es and report expenditures for capital outlays. However, Oakey 
was not alone in his views. Many others [e.g., MacInnes, 1906; 
Chapman, 1910; Morey, 1927] believed that governmental units 
3  By a consolidated statement, Oakey meant that all funds would be presented 
on one statement. However, his illustrative operating statement used a pancake 
format rather than the columnar format.
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differed from commercial businesses, and expenditures for capi-
tal outlays should be reported when acquired while depreciation 
accounting was not appropriate.4
Lloyd Morey: Lloyd Morey, who was a professor, comptroller, 
and later president of the University of Illinois, stated in his 
popular 1927 textbook, Introduction to Governmental Account-
ing, that similarities between governmental and commercial 
accounting had been overstated and too little attention had 
been paid to their differences. In his opinion, the application 
of commercial accounting to government accounts would also 
be misleading with ludicrous results [Morey, 1927, p. v]. Morey 
identified the lack of a profit objective as a significant difference 
between the two.
Instead of profit and loss accounts, Morey advocated ac-
counting for revenues, expenditures, and surplus. He believed 
the focus of governmental accounting should be the recording 
and reporting of current financial resource flows. He notes that 
revenues received within the period should be reported and that 
they must be realizable in cash and expendable [Morey, 1927, p. 
55].
In summary, Morey [1927] did not believe depreciation 
needed to be recorded because governmental accounting should 
not focus on profit and loss or costs expired. The primary focus 
should be on cost—the amount expended to purchase or build a 
capital asset. Again, this reflects his attitude that governmental 
entities differed from commercial enterprises. Governmental 
entities needed to be concerned with the flow of current financial 
resources. The concern was not the matching of revenues and 
expenses, but rather, whether the governments had financial 
resources available to meet operating, capital outlay, and debt 
service requirements. This emphasis on the differences in com-
mercial and governmental enterprises can be further demon-
strated in Morey’s discussion of funds and the budget.
Although he believed that both businesses and governments 
needed to produce information about their past operations 
and present condition that would provide guidance for future 
operations, governments had additional responsibilities. Their 
accounting systems should “. . . provide for control of the acts of 
public officers and . . .furnish information to the public concern-
ing the financial operations and conditions of the government” 
4  Because outlays for capital assets are reported as expenditures in operating 
statements when acquired, capital assets would not be reported on the balance 
sheet. Likewise, depreciation would not be reported.
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[Morey, 1927, p. 2].
The use of funds was one method of exercising control. 
Morey [1927] pointed out that separating revenues and other 
resources into funds was a common practice and showed that 
resources were being used for their intended purpose [Morey, 
1927, p. 11]. Within the funds, Morey advocated using budgets 
to provide control or effective limitations on public officers. Fur-
ther, budgets would furnish information to the public’s represen-
tatives concerning the financial operations of the government. 
Once approved, the budget would form the basis for the govern-
ment’s accounting for the year [Morey, 1927].
Morey envisioned separate financial reports being prepared 
for internal and external use. Internal reports for department 
heads would stress unexpended appropriations. Reports to leg-
islative bodies should be periodically prepared (e.g., monthly 
or quarterly) to show the condition and operations of various 
funds. Externally issued public reports should include con-
densed summary statements, a consolidated balance sheet, 
statements of income or revenue, statements of expenditures, 
statements of the operation of special funds, a statement of 
funded indebtedness, and a statement of inventories of property 
and equipment [Morey, 1927].
A review of these statements shows that Morey advocated 
the use of budget numbers (i.e., appropriations) for internal 
reporting and supported a statement of income and a statement 
of expenditures for external reporting. Thus, Oakey and Morey 
both believed a statement of income and expenditures prepared 
with a current financial resources measurement focus would be 
appropriate for municipal financial reporting, yet disagreed as 
to the format of the financial statements. Their writings contrib-
uted to the formation of the National Committee on Municipal 
Accounting (NCMA) in 1934 [Potts, 1976; Hebert, 1987].
National Committee on Municipal Accounting: The NCMA was 
an ad-hoc committee of the Municipal Finance Officers’ Associa-
tion of the United States and Canada that formulated municipal 
accounting principles, developed standard classifications and 
terminology for municipal reports, and promulgated standards 
[NCMA, 1935a]. Hebert [1987] noted the establishment of the 
NCMA was viewed as an important step in developing and stan-
dardizing municipal accounting and reporting principles.
By 1935, the NCMA had published in preliminary docu-
ments its principles of municipal accounting, procedures for a 
municipal audit, a bibliography for municipal accounting, and 
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a booklet of municipal accounting terminology [NCMA, 1935b]. 
An examination of some of the early works of the NCMA pro-
vides insight into the principles and standards that the NCMA 
were attempting to establish.
In the NCMA’s book on municipal accounting terminology, 
terms were defined within the context of governmental account-
ing. Of particular interest is the NCMA’s definition of expendi-
tures and expenses [NCMA, 1936, p. 142]:
EXPENDITURES. Amounts paid or incurred for all 
purposes, including expenses, provision for retirement 
of debt, and capital outlays. Synonymous with outlay.
NOTE: If the accounts are kept on the cash basis (q.v.) 
the term covers only actual disbursements. If the ac-
counts are kept on the accrual basis (q.v.) the term in-
cludes also charges incurred but not paid.
EXPENSES. Expenditures for operation, maintenance, 
interest, and other current purposes from which no per-
manent or subsequently convertible value is derived.
From these definitions, the reader can surmise that the 
NCMA authors did not intend for expenses to be considered 
cost of services as would be defined with an economic resources 
measurement focus. Instead, expenses were defined for govern-
mental accounting purposes as a subset of expenditures. Expen-
ditures included expenses (i.e., outlays for current operations, 
maintenance, etc.), amounts paid or incurred for the retirement 
of debt, and capital outlays. Expenditures could be recorded us-
ing either the cash or accrual basis of accounting, although the 
NCMA stated its preference to use the accrual basis for the state-
ments of expenditures [NCMA, 1936, p. 7].
For financial reporting purposes, the NCMA [1936] recom-
mended preparing a separate balance sheet for each fund or 
group of related funds. A combined balance sheet in columnar 
or sectional form to exhibit the assets, liabilities, reserves, and 
surplus of each fund was desirable. To report the results of oper-
ations for General and Special Revenue Funds, the NCMA sug-
gested the use of three statements. The Statement of Revenues—
Estimated and Actual would compare estimated revenue with 
actual revenue and show any excess or deficiency of estimated 
revenue over actual revenue. The Statement of Expenditures and 
Encumbrances Compared with Appropriations began with appro-
priations, subtracted expenditures and encumbrances, leaving 
an unencumbered balance. A third statement, an Analysis of 
Changes in Unappropriated Surplus, would reflect the changes 
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to unappropriated surplus from budget and actual transactions 
shown on the other two statements. The resulting end of period 
unappropriated surplus would be divided into two components: 
the amount available during the next twelve months and the 
amount unavailable during the next twelve months [NCMA, 
1936]. The need to divide unappropriated surplus into available 
and unavailable portions was at least partially due to using the 
accrual basis when recording property tax revenues. Although 
property taxes receivable would be an asset, the portion of unap-
propriated surplus represented by property taxes receivable not 
collectible early in the coming fiscal year would not be available 
for expenditure.
The operating statements reveal the importance the com-
mittee placed on budgetary reporting. In addition to the bud-
getary detail on the Statements of Revenues and Expenditures, 
the Analysis of Change in Unappropriated Surplus (which sum-
marized the results of operations during the period) reported 
estimated revenues and appropriations in addition to actual 
revenues and expenditures. A clue to the reason for this detailed 
reporting of budgetary amounts may be found in the NCMA’s 
comments on the purpose of reports. They indicate that they are 
an orderly grouping of facts and estimates relating to the condi-
tion of the fund, serve as a check on the operation of the budget, 
and as a guide for administrative action [NCMA, 1936, p. 2].
The committee believed that annual audited financial state-
ments had an important administrative function. Financial 
reports should demonstrate compliance with legal provisions 
and that finances were properly administered. Interestingly, 
the NCMA stated that the statistical section of the report could 
be of more value to outside users than the financial statements 
[NCMA, 1936, p. 2]. By these comments, one can see the com-
mittee considered municipal administrators as the primary us-
ers of financial statements. This focus on internal administrative 
uses for financial statements is also found in its focus on fund 
reporting.
In the 1941 revision of Bulletin No. 6; Municipal Accounting 
Statements, the NCMA reemphasized the importance of report-
ing by individual funds [NCMA, 1941]. With regard to the order 
of presenting statements in the annual report, the NCMA recom-
mended showing the statements of the General Fund first, and 
the combined balance sheet and related subsidiary statements 
last. The NCMA believed that the individual fund statements 
were more important than the combined statements [NCMA, 
1941, p. 18].
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National Committee on Governmental Accounting: The Munici-
pal Finance Officers’ Association (MFOA) formed the National 
Committee on Governmental Accounting (NComGA) in 1948 to 
replace the NCMA, which had disbanded in 1941. The NComGA 
reviewed, revised, and consolidated the work of the NCMA when 
it issued Bulletin No. 14; Municipal Accounting and Auditing 
in 1951. This Bulletin, which was considered the authoritative 
source for governmental accounting until the late 1960s, noted 
that one of the purposes of financial statements was to show 
legal provisions were met and funds had a proper accounting. 
However, unlike previous publications of the NCMA, the NCom-
GA also recognized in Bulletin No. 14 that municipal accounting 
systems should not only show compliance with laws, but also 
consider financial condition and results of financial operations 
[NComGA, 1951; Hebert, 1987].
Overall, the NCMA and NComGA established the role of the 
MFOA as the standard-setter for governmental accounting and 
reporting in the U.S. during their tenure. These organizations 
also supported individual fund reporting, which maintained its 
prominence until the late 1960s. Further, they standardized the 
required reports by governments and focused on funds, budgets, 
and legal compliance; yet the debate as to the proper measure-
ment focus for governments continued.
Critics of Governmental Accounting: Although welcomed, the 
slight shift of purpose in governmental accounting and report-
ing from an almost exclusive administrative control function 
(NCMA) to one that considered the financial condition of the 
entity (NComGA) did not appease the critics. Dylmer Hylton 
[1957], professor at Wake Forrest College, bemoaned the state 
of governmental financial reporting. He indicated that published 
governmental reports left a lot to be desired [Hylton, 1957, p. 
51]. A primary reason for his criticism was that governmental fi-
nancial reports were too complex. “. . . The taxpayer, the ‘owner’ 
of the governmental unit, cannot fathom the reports published 
by his employees” [Hylton, 1957, p. 51]. Hylton advocated a con-
solidation and simplification for governmental financial reports. 
Although he admitted the importance of maintaining funds for 
financial control purposes, he believed a consolidated statement 
that reported all revenues and expenses of the governmental 
entity in one column would provide the citizen with better infor-
mation to evaluate governmental operations [Hylton, 1957].
Russell Taussig [1963], an associate professor of finance 
at the University of Hawaii, agreed with Hylton that a major 
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shortcoming in the reporting of state and local governmental 
units was the lack of statements that reported the financial po-
sition and results of operations of the government as a whole. 
Taussig disagreed with the NComGA [1951, p. 141] statement 
that, “No financial statement or statistical table combining the 
revenues and expenditures, respectively, of all funds and arriving 
at the total fund expenditures for a particular fiscal period can 
be prepared.” He believed the transactions between funds could 
and should be eliminated in preparing a combined statement 
of revenues and expenses for the entity as a whole. Both Hylton 
[1957] and Taussig [1963] believed governmental operating 
statements should measure the cost of services and be prepared 
using an economic resources measurement focus (and accrual 
basis). Although governments were not concerned about profits, 
Taussig viewed the measurement of revenues and expenses as 
essential in evaluating a government’s efficiency.
Governmental Accounting, Auditing, and Financial Reporting: 
While not agreeing to the consolidation advocated by Hylton 
and Taussig, the NComGA for the first time recommended pre-
senting combined statements that would display financial data 
for the whole government before individual fund data in its 1968 
publication, Government Accounting, Auditing, and Financial 
Reporting (GAAFR) [1968]. The rationale for the change was to 
benefit report users who did not need information on individual 
funds, but only major aspects of financial condition and opera-
tions [NComGA, 1968]. Because the 1968 GAAFR, with certain 
modifications, was recognized as generally accepted accounting 
principles (GAAP) by the American Institute of Certified Public 
Accountants (AICPA) when it released its audit guide, Audits of 
State and Local Governments, in February 1974, this reordering 
of financial statements became the norm.
The NComGA [1968] recommended that four combined 
statements be issued: 1) a Combined Balance Sheet for all funds, 
2) a Combined Statement of Revenues comparing estimated and 
actual revenues for the General and Special Revenue Funds, 3) a 
Combined Statement of Expenditures for the general government 
compared with authorizations for General and Special Revenue 
Funds, and 4) a Combined Statement of Cash Receipts and Dis-
bursements for all funds.
These four statements emphasized a budgetary focus. The 
Combined Statement of Revenues and Combined Statement of 
Expenditures included budget as well as actual amounts for the 
fiscal period. The NComGA considered accounting’s role in de-
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termining legal compliance as coextensive with the need to pro-
vide financial information to user groups [NComGA, 1968, p. 4]. 
However, the NComGA [1968, p. 5] later stated that “Since legal 
requirements control and must take precedence over accounting 
considerations, the committee believes that each governmental 
unit must . . . prepare financial statements which reflect compli-
ance with legal requirements.” In essence, the NComGA believed 
that reporting the results of financial operations was important, 
probably of equal importance to legal requirements, but finan-
cial reporting for governments had to be controlled by legal 
compliance. Considering that the membership of the NComGA 
was primarily from governmental backgrounds, this concern 
for legal compliance is understandable. However, critics of gov-
ernmental financial reporting argued that the fixation on legal 
compliance complicated and hindered the usefulness of govern-
mental financial reports.
During this time period, the financial statements for gov-
ernments became standardized and reflected legal compliance. 
They also began to emphasize usefulness to readers of financial 
reports from outside of government by presenting and ordering 
the reports differently. However, the measurement focus issue 
had not been completely resolved.
GOVERNMENTAL ACCOUNTING AND REPORTING DEBATE 
OF THE 1970S
Like the arguments made by Hylton and Taussig for simpli-
fication and measuring cost of services, many of the criticisms 
of governmental accounting that surfaced in the 1970s are ger-
mane to the current discussion of changes in the governmental 
reporting model. Recurring themes in the 1970s debate over the 
direction of governmental accounting and financial reporting 
were the reporting format, the measurement focus, and the role 
of the budget.
Reporting Format: The governmental reporting format discus-
sions centered on whether financial statements for state and 
local governments would be more understandable to users, 
particularly citizen groups, if they were more like the financial 
statements of commercial enterprises. Representative of those 
who believed that governmental financial reporting should 
mimic commercial reporting guidelines were the authors of the 
Coopers and Lybrand and University of Michigan (1976) study 
of 46 American cities, published in 1976.
16
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FIGURE 1
Consolidated Statement of Revenues, Expenditures, and 
Changes in Fund Balances
  [NCGA, 1979]
Reasons cited for the need to change governmental report-
ing to a commercial format could be categorized as follows. 
First, external users of governmental financial reports were 
primarily the general public and investors. These external users 
could more readily understand the already familiar commercial-
type financial reports. Second, external users needed summa-
rized financial information that could be found in a single set 
of integrated financial statements prepared for the government 
as a whole. They had neither the need nor desire for the details 
in governmental financial reports then being published. Critics 
argued that governmental financial reports placed too much 
emphasis on legal compliance and internal financial reporting. 
Finally, external users needed a measure of the cost of services 
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rather than just an accounting of expenditures during a fiscal 
period [Coopers and Lybrand and University of Michigan, 1976; 
Davidson et al., 1977; Touche Ross, 1977].
Even among those calling for changes to governmental finan-
cial reports, differences in opinions existed regarding the report-
ing format—especially the level of aggregation or consolidation—
that should be used. Some would have argued that the Combined 
Statement of Revenues, Expenditures, and Changes in Fund Bal-
ances was an aggregated statement reporting the transactions 
of the whole entity (see Figure 1). The fund or fund type data 
presented on the face of the statement accounts for the operating, 
capital, and debt service transactions for the whole government.
The American Accounting Association’s Committee on Ac-
counting Practice of Not-for-Profit Organizations [1971] recom-
mended the preparation of consolidated statements of financial 
position and operations. By consolidated statements, they meant 
that interfund transactions would be removed. Thus, they pro-
posed an operating statement much like the one in Figure 1, but 
with the elimination of transfers and other interfund transac-
tions. Others, however, advocated the complete elimination 
of funds for reporting purposes. In a 1981 study by the AICPA 
State and Local Government Accounting Committee, a Consoli-
dated Statement of Financial Activity was illustrated that closely 
resembles the current government-wide Statement of Activities 
that is required by GASB Statement No. 34 (see Figure 2). The 
illustrated statement combined all governmental and propri-
etary funds and reported on the entity as a whole, with no sepa-
rate fund reporting.
Harold Steinberg, then the partner-in-charge of govern-
ment service practices at Peat, Marwick, Mitchell & Co., feared 
the complete elimination of reporting by funds would have a 
negative effect on governments’ accounting systems. In a 1979 
Journal of Accountancy article, he indicated that some people 
suggested that fund accounting is acceptable for recording 
transactions but not for reporting purposes. He questioned this 
suggestion and reasoned that these two elements were interre-
lated and separating them was not acceptable [Steinberg, 1979, 
p. 49]. Many in governmental accounting shared Steinberg’s 
belief that governmental entities should include funds in their 
external financial reports.
Measurement Focus: Another major issue in the 1970s was the 
proper measurement focus for governmental fund financial re-
porting. Should the measurement focus be on current financial 
 18
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FIGURE 2
Government-wide Statement of Activities
resources or economic resources?  Stated differently, should ex-
penditures (i.e., decreases in financial resources for operations, 
capital outlay, and debt service) or expenses (i.e., costs of servic-
es or costs expired) be measured? Those who believed the mea-
surement focus should be the flow of current financial resources 
argued that governments were different from commercial enter-
prises. The main concern of readers of governmental financial 
statements was whether the government had enough resources 
to maintain its current level of services. They also believed that 
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reports should demonstrate that a government’s management 
was complying with legal restrictions. Those who believed the 
measurement focus should be the flow of economic resources ar-
gued that governments were essentially the same as commercial 
enterprises. They noted that many commercial enterprises were 
required to file reports that were not prepared using commercial 
GAAP, but this did not prevent them from issuing financial state-
ments based on the flow of economic resources. They argued 
that readers, particularly citizens, desired to judge the efficiency 
of government and that operating statements that reported 
expenses would provide information about the cost of services 
that could be used to measure efficiency [Davidson et al., 1977; 
Steinberg, 1979].
Steinberg [1979] summarizes this debate by focusing on 
objectives. For a corporation, the objective is to earn a profit 
and provide a return on investment, while governments seek to 
show what resources have been available to the governmental 
unit and how they were used. However, he stresses that costs are 
also important as they are a recognition of the liability incurred 
as a result of not obtaining enough resources to equal the cost of 
services provided. [Steinberg, 1979, p. 50].
From this discussion of different purposes for governmental 
financial reporting, one is left to wonder how one set of financial 
statements could ever satisfy everyone. Steinberg [1979] pointed 
to a possible compromise. He suggested that governments use 
both measurement bases, not one to the exclusion of the other, 
and a reporting format that integrates and reflects the results of 
both [Steinberg, 1979, p. 50].
Role of the Budget: Again, in the 1970s much debate centered 
on which budget and actual comparison schedules should be 
included in a governmental financial report. Some [Coopers 
and Lybrand and University of Michigan, 1976; Anthony, 1978] 
believed that the budget was not very useful for external re-
porting purposes. They argued the budget was useful only for 
internal management purposes and should not be reported any 
more than the internal budgets of a commercial business. Oth-
ers [Drebin, 1979; Steinberg, 1979] argued that the uniqueness 
of government, as distinguished from business, made external 
budgetary reporting important. Drebin expressed his view on 
the importance of budgetary reporting by saying that the public 
has an interest in knowing how resources were actually used in 
comparison to their planned allocation [Drebin, 1979, pp. 7-8].
Steinberg [1979] agreed that budgets should be included in 
20
Accounting Historians Journal, Vol. 40 [2013], Iss. 2, Art. 3
https://egrove.olemiss.edu/aah_journal/vol40/iss2/3
41Patton and Hutchison, Development of the Financial Reporting Model
financial reports to demonstrate government’s compliance with 
the law. He believed that comparing actual results to the budget 
provided a means of assessing accountability and managerial 
performance. The view that actual results should be compared 
to the budget prevailed.
FIGURE 3
Financial Reporting Pyramid
National Council of Governmental Accounting: Further efforts 
to refine the governmental reporting model can be traced to 
the work of the MFOA’s National Council of Governmental Ac-
counting (NCGA), which succeeded the MFOA’s NComGA in 
June 1974, and became the standard-setter for state and local 
government’s GAAP prior to 1984 [Freeman, 1976]. In March 
1979, the NCGA issued Statement 1, Governmental Accounting 
and Financial Reporting Principles, which was a restatement of 
the 1968 GAAFR issued by the NComGA [NCGA, 1980]. This 
statement defined the measurement focus and basis of account-
ing for governmental and proprietary funds. The statement also 
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introduced the governmental financial reporting pyramid, which 
defines the reports that must be issued by a government as a 
part of a Comprehensive Annual Financial Report (CAFR) (see 
Figure 3).5 A review of some of the provisions of NCGA State-
ment 1 should help explain the present status of governmental 
financial reporting.
In NCGA Statement 1, the NCGA classified fund types into 
three categories: governmental, proprietary, and fiduciary. Gov-
ernmental fund types included the General, Special Revenue, 
Debt Service, and Capital Projects Funds. Governmental fund 
types were “expendable” and had a “spending” (or current finan-
cial resources) measurement focus that emphasized “financial 
flow” operating data—the sources and uses of “available spend-
able resources” during a period. With a “spending” measure-
ment focus, expenditures (i.e., financial resources expended) 
were measured. The modified accrual basis of accounting was 
used to determine when to recognize a transaction. Proprietary 
fund types were the Enterprise and Internal Service Funds. 
These “nonexpendable” funds had a “capital maintenance” (or 
economic resources) measurement focus and reported expenses 
in their operating statements. Operating statements for propri-
etary funds were prepared using the accrual basis of account-
ing. The third category of fund types, Trust and Agency Funds, 
were accounted for essentially like either the governmental or 
proprietary funds dependent upon their measurement focus. 
That is, Expendable Trust and Agency Funds with a “spending” 
measurement focus would have expenditures recognized using 
the modified accrual basis of accounting. Nonexpendable and 
Pension Trust Funds with a “capital maintenance” measurement 
focus would have expenses recognized using the accrual basis of 
accounting [NCGA, 1980].
The NCGA introduced the Financial Reporting Pyramid to 
illustrate the financial section of the CAFR. The CAFR should 
include General Purpose Financial Statements (GPFS) by fund 
type and account group (i.e., combined statements), combining 
statements by fund type, individual fund statements, and sched-
ules. GPFS were an answer to critics of the 1968 GAAFR who 
complained that the focus on individual fund statements did not 
permit the wide distribution of sufficiently condensed financial 
statements. The GPFS required to be presented, if applicable, by 
5  Soon after the GASB was formed, it recognized NCGA Statement 1 as 
authoritative in GASB Statement No. 1; Authoritative Status of NCGA Pronouncements 
and AICPA Industry Audit Guide [GASB, 1984].
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a government included [NCGA, 1980, p. 19]:
1. Combined Balance Sheet—All Fund Types and  
 Account Groups,
2. Combined Statement of Revenues, Expenditures, and  
 Changes in Fund Balances—All Governmental and  
 Expendable Trust Fund Types,
3. Combined Statement of Revenues, Expenditures, and  
 Changes in Fund Balances—Budget and Actual— 
 General and Special Revenue Fund Types (and simi- 
 lar governmental fund types for which annual bud- 
 gets have been legally adopted),
4. Combined Statement of Revenues, Expenses, and  
 Changes in Retained Earnings (or Equity)—All Pro- 
 prietary and Nonexpendable and Pension Trust Fund  
 Types,
5. Combined Statement of Changes in Financial Posi- 
 tion—All Proprietary Fund Types, and 
6. Notes to the financial statements.
Considering the NCGA’s efforts in improving the govern-
mental financial reporting model and requirements, its con-
tribution to modern day governmental accounting can hardly 
be questioned. However, the NCGA did not provide a satisfac-
tory answer to the critics who believed governmental reporting 
would be more understandable and useful if it followed com-
mercial accounting principles and reporting guidelines. Thus, 
the debate regarding measurement focus for governmental 
financial reports continued.
THE GOVERNMENTAL FINANCIAL REPORTING MODEL—
GASB STATEMENT NO. 34
In an effort to provide more independence and due process 
to governmental standard-setting, plus resources, the Govern-
ment Finance Officers Association (GFOA) (the successor to the 
MFOA) and its NCGA; the National Association of State Audi-
tors, Comptrollers, and Treasurers (NASACT); and others ceded 
to the Governmental Accounting Standards Board (GASB), cre-
ated by the Financial Accounting Foundation (FAF) in 1984, the 
standard-setting authority for state and local governments. The 
GASB would be in a “brother-sister” relationship with the other 
FAF organization, the FASB, and derive efficiencies and syner-
gies from this organizational structure.
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The long history of the GASB’s Financial Reporting Model 
Project, one of the GASB’s original agenda projects in 1984, 
is testimony to the difficulty of dealing with its many issues. 
Initially, the reporting model project encompassed issues such 
as determining the nature and extent of aggregation and con-
solidation, the display of budget versus actual information, and 
the organization and content of the financial statements. The 
project was expanded to include other issues and portions of 
other projects after 1984, such as determining the proper mea-
surement focus and basis of accounting for governmental funds 
[GASB, 1995].
Overview of Statement No. 34 Requirements: In June 1999, the 
GASB issued GASB Statement No. 34 (Statement 34), which re-
quires governments to present a Management’s Discussion and 
Analysis, basic financial statements, and certain other additional 
required supplementary information (RSI) as the minimum 
external reporting requirements for state and local governments. 
Basic financial statements include government-wide statements 
and fund financial statements [GASB, 1999].
The government-wide statements report financial informa-
tion at a more aggregated level than the fund statements. These 
include a Statement of Net Assets and a Statement of Activities. 
The primary government’s financial information (with sepa-
rate columns for governmental and business-type activities) is 
reported separately from discretely presented component unit 
information. These statements are prepared using the economic 
resources measurement focus and accrual basis of accounting 
[GASB, 1999].
Fund financial statements report financial information at a 
more detailed level than do the government-wide statements and 
are presented after the government-wide statements. Separate 
fund financial statements are prepared for governmental, pro-
prietary, and fiduciary funds. The measurement focus, basis of 
accounting, and required financial statements vary based on fund 
type being reported. Governmental funds are presented using the 
current financial resources measurement focus and the modified 
accrual basis of accounting. Financial statements required for 
governmental funds include a Balance Sheet; a Statement of Rev-
enues, Expenditures, and Changes in Fund Balances; and a Bud-
getary Comparison Schedule (or Statement). Proprietary funds are 
presented using an economic resources measurement focus and 
accrual basis of accounting. Financial statements required for 
proprietary funds include a Statement of Net Assets; a Statement 
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of Revenues, Expenses, and Changes in Fund Net Assets; and a 
Statement of Cash Flows [GASB, 1999]. (Because fiduciary activi-
ties do not benefit a government’s program (but rather benefits 
those outside the government), the GASB excludes the reporting 
of fiduciary activities in the government-wide financial state-
ments and reports them simply in the fiduciary fund financial 
statements [Ives, Patton, and Patton, 2013]).
Three Operating Statements for Activities Reported in Govern-
mental Funds: Statement 34 requires three types of operating 
statements for activities reported in governmental funds—us-
ing potentially three measurement focuses. The government-
wide Statement of Activities (see Figure 2) is prepared using an 
economic resources measurement focus and accrual basis of 
accounting. This statement measures the net (expense) revenue 
of governmental activities, including depreciation expense of 
related capital assets [GASB, 1999].
FIGURE 4
Statement of Revenues, Expeditures, and Changes in Fund 
Balances
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The second operating statement is a fund financial state-
ment—the Statement of Revenues, Expenditures, and Changes in 
Fund Balances (see Figure 4). It reports the inflows, outflows, 
and balances of current financial resources for a government’s 
general fund, major special revenue funds, and other govern-
mental funds in the aggregate. This statement uses the current fi-
nancial resources measurement focus and modified accrual basis 
of accounting and is similar to the operating statement required 
under the pre-Statement 34 reporting model except for two sub-
stantive modifications. One modification is that a reconciliation 
of the fund statements to the government-wide statements must 
be included at the bottom of the fund statement or in a schedule 
[GASB, 1999]. Another significant modification to the pre-State-
ment 34 model was changing the focus of fund-based reporting 
from fund types to major funds. Reporting major funds in the 
fund financial statements provides much more detail about 
those funds than would occur when only reporting by fund type. 
However, non-major funds that do not meet the criteria estab-
lished by the GASB for major funds are required to be reported 
in one column in the Statement of Revenues, Expenditures, and 
Changes in Fund Balances. This may result in less information 
about non-major funds than if they had been reported by fund 
type [GASB, 1999].
The third operating statement is the Budgetary Comparison 
Statement (or Schedule) (see Figure 5). Budgetary comparisons 
are required for the General Fund and major Special Revenue 
Funds with a legally adopted annual budget. The statement 
(schedule) reports the original and final appropriated budgets 
and the actual results for the period using the government’s bud-
getary basis of accounting. Governments may present a Budget-
ary Comparison Statement rather than a Budgetary Comparison 
Schedule [GASB, 1999]. The main differences between the state-
ment and schedule are the placement of the budgetary informa-
tion within the financial report and the audit requirements for 
the information. Budgetary Comparison Statements are a part 
of a government’s basic financial statements and auditors report 
on the fairness of their presentation. Budgetary Comparison 
Schedules are a part of RSI, reported after the notes to the basic 
financial statements, and auditors do not express an opinion on 
the fairness of their presentation.
Accountability: Two of the critical issues that the GASB faced 
in developing the current reporting model were whether finan-
cial statements should be aggregated or disaggregated and the 
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FIGURE 5
Budgetary Comparison Statement
choice of a measurement focus for governmental fund financial 
statements. These issues had been discussed and debated for 
much of the century and were discussed by the GASB dur-
ing much of its fifteen year existence. The Board’s decision to 
require both aggregated (government-wide) and disaggregated 
(fund) financial statements in Statement 34 and its related deci-
sion to continue using a current financial resources measure-
ment focus for governmental funds was largely based on the 
Board’s view of accountability.
In Concepts Statement No. 1, the GASB discussed financial 
reporting objectives for governmental entities. Accountability 
was identified to be the primary objective for financial report-
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ing [GASB, 1987, paragraph 56]. This concept of accountability 
broadened the traditional definition of accountability, which had 
emphasized fiscal accountability—that is, “the responsibility of 
governments to justify that their actions in the current period 
have complied with public decisions concerning the raising and 
spending of public moneys in the short-term (usually one budget 
cycle or year)”—to also consider the need to report governmen-
tal activities based on the concept of operational accountability 
[GASB, 1999, paragraph 203].6 “Operational accountability is 
governments’ responsibility to report the extent to which they 
have met their operating objectives efficiently and effectively, 
using all resources available for that purpose, and whether they 
can continue to meet their objectives for the foreseeable future” 
[GASB, 1999, paragraph 203].
Incorporating a dual view of accountability (i.e., fiscal and 
operational) into a single set of financial statements proved 
difficult and was a major factor in the GASB’s requiring both 
government-wide and fund financial statements. Operational 
accountability for the government as a whole is addressed in 
the government-wide Statement of Net Assets and Statement 
of Activities that utilize an economic resources measurement 
focus [GASB, 1999]. Fund financial statements (Balance Sheet 
and Statement of Revenues, Expenditures, and Changes in Fund 
Balances) are included to report on fiscal accountability (using 
the current financial resources measurement focus) for govern-
mental funds of the primary government. The GASB [1999, 
paragraph 213] notes that requiring both types of statements 
allows users to assess the government’s cost of services for both 
governmental and business-type activities, while retaining the 
fiscal accountability information users have found useful. 
Budgetary Comparisons: The Board reaffirmed the importance 
of reporting budget and actual comparisons in Statement 34 
by requiring that either Budgetary Comparison Schedules (or 
Statements) be included for a government’s General and major 
Special Revenue funds. The Board’s reasons for including bud-
getary comparison information are similar to those expressed 
by Drebin [1979] and Steinburg [1979]. The Board agreed that 
budgetary reporting does provide important information about 
a government’s compliance with the legally adopted budget. 
Although some respondents to the GASB’s Exposure Draft for 
6  Fiscal accountability emphasizes the short-term flow of financial resources 
(or the flow of current financial resources), and thus, is necessarily linked to the 
current financial resources measurement focus.
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Statement 34 argued that such information should only be dis-
closed in the notes when governments were not in compliance 
with budget, the Board decided that the best and most concise 
way to present this information was to present budgetary com-
parison schedules or statements [GASB, 1999].
The compelling reason for the Board requiring the presenta-
tion of budgetary comparisons, however, was not the argument 
that it was necessary to demonstrate compliance. The compel-
ling reason was that budgetary comparisons provide the infor-
mation necessary to assess whether resources were obtained 
and used in accordance with a government’s legally adopted 
budget. This is consistent with one of the objectives of financial 
reporting found in Concepts Statement 1 [GASB, 1999].
Although the Board continued to acknowledge the impor-
tance of reporting budgetary comparisons, it did not believe that 
such comparisons were essential to a user’s understanding of a 
government’s financial position and results of operations. There-
fore, the GASB encouraged governments to present budget com-
parisons as RSI (behind the notes to the financial statements) 
instead of as a basic financial statement.
CONCLUSION
This study traced the development of governmental ac-
counting and financial reporting in the United States, particular-
ly as it relates to the governmental operating statements, from 
their development in the late 1800s to 1999. Through the years, 
much has changed, but much has also remained the same.  Be-
ginning in the late 1800s, the need for government accountabil-
ity over financial resources became apparent. This began with 
exercising control over cash and reporting on cash flows, assets, 
and liabilities. Through the years, accountants disagreed about 
how much governmental financial reporting should be like com-
mercial reporting.
This paper focused on several issues related to the proper 
reporting of governmental activities that have been debated over 
the years: the level of aggregation for governmental financial 
statements, the appropriate measurement focus, and the display 
of budgetary information. The GASB worked to provide an an-
swer for these questions for 15 years and ultimately determined 
that no one answer was correct. 
With the issuance of Statement No. 34 in June 1999, the 
GASB acknowledged that two types of accountability were im-
portant for financial reporting. Fiscal accountability, which has 
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a short-term emphasis, uses a current financial resources mea-
surement focus. This has been the measurement focus for gov-
ernmental funds since the days of Oakey and Morey. The GASB 
reaffirmed that current financial resources was the appropriate 
measurement focus for activities accounted for in governmental 
funds when it issued Statement No. 34.
However, the GASB also acknowledged the importance of 
operational accountability in reporting governmental activi-
ties. Therefore, the GASB requires governmental activities to be 
reported in government-wide financial statements using the 
economic resources measurement focus, which conceptually had 
been advocated by Cleveland, Metz, Hylton, and Taussig.
 Beginning in the late 1950s, Hylton and Taussig were ad-
vocates for preparing consolidated financial statements for state 
and local governments. In 1971, the American Accounting As-
sociation’s Committee on Accounting Practice of Not-for-Profit 
Organizations recommended a form of consolidated financial 
statements be prepared. Based on a 1976 study by Coopers and 
Lybrand and University of Michigan, their researchers recom-
mended a single set of integrated financial statements be pre-
pared for a government as a whole.
With the issuance of Statement No. 34 in June 1999, the 
GASB required both fund financial and government-wide state-
ments.  Ultimately, the GASB’s decision was consistent with the 
approach Steinberg had discussed in 1979. That is, governmen-
tal activities could be reported using both the current financial 
resources measurement focus and the economic resources mea-
surement focus, but in different reporting formats.
Finally, the GASB reaffirmed the importance of budgetary 
reporting when Statement No. 34 required either Budgetary 
Comparison Statements (or Schedules) be prepared for the Gen-
eral and major Special Revenue funds. The amounts reported on 
the budgetary comparison schedules (or statements) are based 
on the measurement focus and the basis of accounting used by 
the government to budget. Overall, an examination of the histor-
ical development of the financial reporting model for state and 
local governments provides unique insights and an appreciation 
for the development and importance of GASB Statement No. 34 
[1999].
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